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Mr. Chairman, thank you for inviting UBS to participate in this hearing regarding international
banks and their role in the global fight against money laundering. | am Michael Herde, a Managing
Director and Head of Compliance for the Americas, at UBS’ Investment Bank. Previously | was Head
of Compliance for the Investment Bank in Europe, the Middle East and Africa, based in London. As
you may know, Mr. Chairman, UBS AG is a financial institution incorporated in Switzerland and
operating globally, including through over 420 offices in the U.S. UBS employs more than 70,000
employees globally, with over 26,000 in the U.S. In addition to investment banking, we offer wealth
management, asset management, and business banking services. Our three primary regulators are the
Swiss Federal Banking Commission, the Federal Reserve System, and the U.K.’s Financial Services
Authority.

We are pleased to have the opportunity to discuss our firm’s extensive anti-money laundering
and compliance programs, and in particular, our groundbreaking global sanctions policy. In the words
of our Chairman, Marcel Ospel,

We recognize that for criminals to benefit from their crimes, the proceeds

derived must be secure and accessible to them, and banks are naturally targeted to

provide these services. Banks like UBS have long recognized the need for concerted

action in denying criminals access to our services. We also recognize the more

profound need to protect the integrity of the global financial system of which we form

part.
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We believe that UBS’ anti-money laundering policies and procedures are among the most
stringent in the world. We know, however, we must always be looking for ways to further improve our
operations as new threats are posed by those wishing to test the integrity of the world financial system.
With this in mind, in 2005, we adopted an unparalleled, uniform, worldwide economic sanctions policy
that combines U.S., E.U., U.N. and Swiss measures against countries, regimes, terrorists, narcotics
traffickers, and proliferators of weapons of mass destruction. We apply these measures collectively and
globally to all our businesses.

UBS’ AML Program

UBS operates a comprehensive series of anti-money laundering controls focusing on key risk
areas and dedicates substantial resources towards preventing criminals, corrupt officials, and terrorist
financiers from using the firm’s services. These compliance initiatives are designed to meet the highest
international standards, including those established by the USA PATRIOT Act, the EU 3" Money
Laundering Directive, and the Swiss Money Laundering Ordinance.

I will highlight three primary areas that we focus on as we implement our programs:

1. Know Your Customer: Knowing our customers and their financial profiles is a critical first step

in assessing our relationships with current and potential clients. As such, UBS does not accept
business with anonymous accounts, accounts in fictitious names, or shell companies or trusts
lacking transparency as to the beneficial owner. As part of our standard process, every effort is
made to identify the source of account assets. We have global standards on the establishment of
beneficial ownership and dedicated compliance teams focusing on clients connected to countries
of higher risks and on Politically Exposed Persons. In short, we go to great lengths to know

potential customers before deciding whether or not to do business with them.



2. Monitoring and Intelligence: We need the best intelligence to assess our current and potential

customers. Therefore, UBS has made substantial investments in intelligent technology and
human resources to implement our controls. This technology includes sophisticated monitoring
tools designed to screen payments to comply with our sanctions policy and to identify suspicious
transactions. UBS now employs approximately 1,750 legal and compliance professionals, of

which a substantial number are focused primarily on money laundering prevention.

3. Culture of Compliance: Having the best policies is important, but they can only be truly
effective by establishing a culture among our employees to embrace and implement these
policies. Our employees in the United States and all over the world, from senior management on
down, appreciate the important and unique role that financial institutions must play in the
prevention, detection, and reporting of money laundering. We provide regular training of
employees and a firm-wide culture that emphasizes compliance with our policies and the law.
UBS is a founding member of the Wolfsberg Group. The Wolfsberg Group is hamed after the
UBS training center in Switzerland where, in 2000, groundbreaking global industry AML standards on
private banking were formulated. The Wolfsberg Group is an association of twelve global financial
institutions including Citigroup, Goldman Sachs and JP Morgan Chase, working together to develop
state-of-the-art financial services industry standards in the areas of Anti-Money Laundering and controls
to Counter Terrorist Financing. The Group has produced statements of industry standards on areas such
as correspondent banking, suppression of financing of terrorism, and dealing with Politically Exposed
Persons.

Mr. Chairman, | want to make clear that when we suspect money laundering activity, we take

action. We investigate potential suspicious activity, file suspicious activity reports, and we support law



enforcement authorities all over the world in providing requested banking information. UBS has no
higher priority than to be a strong ally in the fight against money laundering and terrorist financing.

UBS fully supports law enforcement authorities around the world against money laundering and
the war against terrorism. For example, U.S. authorities may obtain access to Swiss bank customer
information through well-established, cross-border channels allowing for mutual legal assistance. As a
result, senior U.S. officials have repeatedly observed that Swiss financial privacy laws are not an
obstacle in the war on terror. For example, speaking in the wake of September 11, 2001, former U.S.
Attorney General John Ashcroft said:

The Swiss banking system is well known as an example to the world. But one of the

myths once held around the world was that the system was somehow incapable of acting

to support law enforcement against terrorists and organized crime. That myth has been

dispelled by the constructive conduct of the Swiss government and the Swiss banking

system.

Switzerland is an intersection on the world’s financial highways, and Switzerland
operates this intersection very responsibly.

The world should take note of the responsible way in which the Swiss have acted... The
world is a safer place because of the Swiss approach.’

UBS welcomes the close working relationship it has developed with U.S., Swiss, and other law
enforcement authorities, and we will continue to support their efforts.
ECI Program Failures
Our commitment to build a cooperative relationship with U.S. banking regulators is evident in
the work undertaken by our senior management in 2003 and 2004 in response to the discovery of
failures in our administration of a contract with the Federal Reserve Bank of New York. From March
1996 through October 2003, under a contract with the Federal Reserve, UBS participated in the

Extended Custodial Inventory Program, known as ECI. The ECI has several purposes, one of which is
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to exchange old U.S. banknotes, held internationally, for new U.S. banknotes, which are more difficult
to counterfeit.

UBS acted unacceptably in operating its ECI facility. In breach of the ECI contract, some of our
employees engaged in banknote transactions with countries that were subject to U.S. economic
sanctions. UBS deeply regrets these failures.

Upon learning of this problem, our senior management instituted its own internal investigation
and fully cooperated with the investigations underway by the U.S. and Swiss authorities.

Our investigation has found no evidence that any of these banknote exchanges involved money
laundering or terrorist financing.

Our firm has learned a great deal from its ECI-related challenges. We have committed ourselves
to enacting the proper remedies to correct our deficiencies and improve our compliance programs.

First, we accepted full responsibility for the ECI matter and we instituted severe disciplinary
actions, including dismissing several employees.

Second, we ended our international banknotes trading business.

Third, UBS was sanctioned by our U.S. and Swiss regulators. We paid a $100 million civil
penalty to the Federal Reserve and accepted additional inspections and a reprimand from the Swiss
Federal Banking Commission. Our actions were the subject of two comprehensive hearings in both the
House and Senate in 2004.

More recently, UBS adopted a uniform worldwide economic sanctions compliance policy. Our
new policy tracks economic sanctions imposed by the United States, Switzerland, the European Union,
and the resolutions of the United Nations’ Security Council. It applies them collectively and globally in

all of our businesses in all jurisdictions in which we operate.



As part of this unique initiative, UBS has made the business decision to exit business in Iran,
Cuba, Syria, Sudan, North Korea, and Myanmar, with limited exceptions and only where they are
permitted by law, including U.S. law. Permissible transactions include activities that are specifically
authorized by law or exempt from the economic sanctions: for example, financial transactions in support
of authorized humanitarian work by international organizations in Sudan.

To conclude, Mr. Chairman:

First, UBS deeply regrets its failures relating to the ECI program.

Second, we have developed what we believe is a leading global sanctions compliance program,
and we are committed to maintaining one of the most stringent AML programs in the industry.

Third, UBS is committed to being an effective participant in the fight against money laundering
and terrorist financing, supporting efforts to prevent use of the international banking system to further

illicit activities.

Thank you for your attention to our testimony today, | will be pleased to respond to any

questions you may have.

**k*k



